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SUBJECT: 2000 Public Subsidies & Public Benefits Act/Taxpayers Report Business Tax
Expenditures Information & FTB Collect & Report Infornmation To legislature

SUWARY OF BILL

This bill would create the 2000 Public Subsidies and Public Benefits Act. It
woul d require certain legislative entities to review the econom c and enpl oynent
i npact of state business tax expenditures and all other public subsidies no later
t han Decenber 31, 2005.

Further, it would require taxpayers to provide the Franchise Tax Board (FTB)
specific information regarding the taxpayers “business tax expenditures” and
“public subsidies.”

This analysis will address the bill only to the extent it inpacts the departnent.

SUWARY OF AMENDMENTS

The April 25, 2000, anmendnments deleted the |egislative intent |anguage and added
the provisions described above.

The departnent did not analyze this bill as introduced February 22, 2000.

EFFECTI VE DATE

This bill would be effective and operative January 1, 2001.

SPECI FI C FI NDI NGS

Exi sting state inconme tax | aw contains a variety of tax expenditures, including
excl usi ons, deductions, exenptions, and credits that may be used to reduce either
taxable inconme or tax liability owed by a taxpayer, estate, trust, or

cor poration.

Tax expenditures can be mandated by federal |law or by the state Constitution,
such as the exenption fromtaxation for interest on bonds issued by the federa
governnent, the state, or a |local governnent in California. However, nmost tax
expendi tures are enacted by the Legislature and signed into |l aw by the Governor.

The Constitution of the State of California requires the Governor to propose an
annual budget every year, which is introduced in the Legislature by January 10 as
t he Budget Act, and the Legislature nust send a budget bill to the Governor by
June 15 for signature. Tax expenditures are not listed separately in the annua
state Budget Act.
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While the individual bill creating a tax expenditure is being exam ned by the
Legi sl ature, the revenue inpact to the State is estimted by the Departnent of

Fi nance (DOF) and, in the case of income and franchi se tax expenditures, the
Franchi se Tax Board. When a new tax expenditure is enacted into |aw, the revenue
esti mte becones part of the state’'s fiscal baseline for the next fiscal year.
The state’s fiscal baseline is adjusted every year based on the prior year actua
revenues and expenditures.

Certain itens on a filed tax return are keyed into the department’s conputer
system such as the taxpayer’'s adjusted gross incone, the total tax liability,
and the ampbunt of withheld tax. Many tax expenditures are comnbi ned before being
keyed into the systemso that particul ar expenditures are not recorded. For
exanmpl e, for an individual taxpayer who item zes deductions, the amount keyed
into the systemis the difference between the sumof item zed deductions clai med
on the federal schedul e and those deductions which were disallowed (or partially
di sal | owed) under state |aw.

The due date for personal income tax returns is generally April 15, with an
extended due date of October 15. Corporate returns are due two nonths and 15
days after the close of the corporation’s incone year with an extension of seven
mont hs. The first original due date for corporate returns using a cal endar year
is March 15, and the original due date for the | atest possible fiscal year
(Decenber 1 to November 30) would be the next February 15. Wth these tine
frames, the department finishes conpiling the year’'s return information in
January of the second succeedi ng year for personal inconme tax and in July of that
second succeedi ng year for corporate returns. For exanple, the information for
the 2000 taxabl e year for personal inconme tax returns will be conmpiled in
January 2002, and for corporate returns in July 2002.

This bill would create the 2000 Public Subsidies and Public Benefits Act. It
woul d require the Legislative Analyst’s Ofice (LAO, in consultation with the
Assenbly and Senate Revenue and Taxation Commttees and the Legislature, to
review the econom c and enpl oynent inpact of state business tax expenditures and
all other public subsidies no |ater than Decenber 31, 2005.

Each business tax expenditure woul d be independently reviewed by the LAG, in
consultation with certain legislative entities. Upon review by the LAO, the
Legi sl ature woul d make a determ nati on whether to discontinue the business tax
expendi ture.

As part of the business tax expenditure review, the FTB, in consultation with the
DOF, would have to estimate information regardi ng direct enploynent generated in
California, econom c benefits for communities of high unenpl oynent and econonic
di sadvantage, and citations for violations of [abor or environnental codes during
the reporting period. This information would be reported to the Legislature.

In order to nake these estimates, this bill would require taxpayers to provide
the FTB with specific information regardi ng the taxpayers’ “business tax
expendi tures.” The information would include:

The nunmber of full-tinme enployees enployed by the taxpayer in this state on
Decenmber 1 of the tax year

The taxpayer’s investnent during the tax year in real property and property
as defined by Section 1245 of the Internal Revenue Code.

Citation or other notification of any violations of state or federa
environnmental or enploynent | aws received during the tax year
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“Busi ness tax expenditures” for purposes of this bill would include credits,
deducti ons, exenptions, exclusions, special tax rates, and other preferences
clainmed by a taxpayer in the course of trade or business. However, it would not
i ncl ude the honmeowner’ s exenption or charitable contributions.

This bill also would require taxpayers to report to the FTB their total
investnment in California due to a specific public subsidy. The taxpayers would
provi de the npost accurate estimtes of direct and indirect enploynment generated
in California, econonmc benefits for communities of high unenploynent and
econom ¢ di sadvantage, and citations for violations of |abor or environnental
codes during the reporting period. However, the public subsidy portion of the
bill does not specify what the FTB would do with this infornmation.

“Public subsidy” would be defined as state assistance in the formof cash or
services provided to an individual firmor business for:

encour agi ng the devel opnent of products or inproving manufacturing or other
processes;

pronoting research and technol ogy;
i nfl uenci ng the |l ocation or expansion of a trade or business;
provi di ng pl anni ng or managerial support for a trade or business;

facilitating conpliance with any applicable state or federal |aw or
regul ati on; or

providing financial assistance, such as |oans or | oan guarantees.

| npl enent ati on Consi derati ons

This bill would provide that the LAO in consultation with the Senate and
Assenbly Revenue and Taxation Comrittees and the Legislature, review each
busi ness tax expenditure. However, the information required to be reported
by the taxpayer to the FTB (nunber of full-time enployees, real property and
1245 property, as defined by the IRC, and violations of environnental or
enpl oynent | aw) woul d not be sufficient to provide the LAO the necessary
information to revi ew each business tax expenditure. |If it is intended that
tax return informati on woul d be used to revi ew busi ness tax expenditures,
the time required for the departnment to conpile statistics may make the
review by the LAO and the Legislature of each existing “business tax
expendi ture” by Decenmber 31, 2005, difficult to acconplish.

State tax | aw contains a nunber of distinctions between types of taxpayers.
For exanple, the minimum franchise tax for certain corporations involved in
gold or quicksilver mning is $25, rather than $800. Limited liability
conmpani es are required to pay an $800 tax and a fee, while linmted liability
partnershi ps pay only an $800 tax. S Corporations are not subject to the
alternative mninumtax and pay a |lower franchise tax rate than other
corporations. Individuals are taxed at graduated rates ranging from1%to
9.3% Many organi zati ons, such as churches and nonprofit charities, are
exenpt fromtaxation, except in limted cases when nonprofit organizations
have unrel ated busi ness taxable income. It is unclear whether these and the
nunmer ous other differences in tax treatnent would be considered “special tax
rates” or “other preferences.”
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Estimating direct enpl oynent generated and econonmic benefits for specified
communities is outside the scope of the FTB' s expertise. Myreover, it is
uncl ear how the departnment would verify the accuracy of a taxpayer’s
reporting of the number of full-tinme enployees or any viol ations of
environnmental or enploynent |aws. Wile taxpayers would be required to
report specific information to FTB, the bill provides no penalty if
taxpayers fail to conply with the reporting requirenents.

The reporting requirenment under the public subsidy portion of the bill would
be difficult to inplement within the departnent’s normal systens. Taxpayers
woul d be reporting information to the departnent about public subsidies even
t hough the departnment does not adm nister any public subsidies and does not
have a mechanismto collect or verify such information. Also, the wording
requires the taxpayers to nmake estimtes regardi ng enpl oynent, economic
benefits, and |abor and environnmental violations. Such estimtes nmay be
outside the expertise of nbpst taxpayers. The departnment is directed to nmake
simlar estimtes under the business tax expenditure portion of the bill

Al so, the public subsidy portion does not specify that the departnment is
required to provide the information to the LAO for its review of public
subsi di es.

LEG SLATI VELY MANDATED REPORTS

This bill would provide that the LAO with the assistance of certain |legislative
comrmittees, the FTB and ot her departnments, provide to the Legislature specific
reports regarding “business tax expenditures.”

FI SCAL | MPACT

Departnental Costs

Until the inplenentation concerns are resol ved, departnent costs cannot be
accurately determ ned. However, if new mechani sns nust be created to
collect information which is not part of the tax system costs could be
significant.

Tax Revenue Esti mate

This bill would not inpact the state’s incone tax revenue.

BOARD POSI TI ON

Pendi

ng.



